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On January 18, Senator Smith, Republican of New Conferences Planned by | 
Jersey, introduced two bills to carry out the reconm- U.S. Office of Education 


mendations regarding education contained in the Presi- 
dent's State of the Union Message. 


S. 2723 authorizes the appropriation of $1,500,000 to the Office of Edu- 
cation to provide for the cost of a state conference on education in each state 
(including Alaska, Hawaii, District of Columbia, Puerto Rico, and the Virgin 
Islands) and a national Presidential conference. $1,000,000 will be allocated 
among the states on the basis of population with a minimum of $10,000 for each 
state. It is presumed, from the President's message, that the national confer- 
ence will follow the state conferences and its agenda be determined in part by 


them. The conferences are to deal with all levels of education, public and 
private. 


S. 2724 authorizes the appointment of a permanent, nine-member National 
Advisory Committee on Education in the Department of Health, Education, and 
Welfare. Senator Smith, in introducing this bill stated, "The purpose of the 
Advisory Committee is to assure, through its efforts, the continuous study and 


development of suggestions for solving our educational problems of national 
concern." 


Both bills were referred to 4 subcommittee of the Senate Committee on Labor 
and Public Welfare. Senator Cooper of Kentucky is chairman of the subcommittee. 
Senator Smith stated that "the subcommittee will push the hearings as rapidly 
as possible." 


A total of 72,000 secondary school students have No Action Yet on 
received their orders for induction but have been classi- Deferment Test 
fied 1S to complete high school. The Council's Committee 
on Relationships of Higher Education to the Federal government has continued to 
urge that Selective Service provide an examination at the secondary level in 
order that able students may qualify for a deferment. The recommendation of 
Selective Service authorizing such an examination has not as yet been approved. 


The Committee on Taxation and Fiscal Reporting to Committee Supports Tax 
the Federal Government of the American Council on Edu- Law Amendments 
cation has gone on record in support of two legislative 


proposals which are discussed below. The membership of the Council's Committee 
follows: 


Laurence R. Lunden, Comptroller, University of Minnesota; Chairman 
Raymond B. Allen, Chancellor, University of California at Los Angeles 
J. R. Anthony, Controller, Georgia Institute of Technology 

Thomas E. Blackwell, Treasurer, Washington University, St. Louis 
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be of considerable benefit to all institutions of higher education. The propos: 


have been sent to members of the House Ways and Means Committee for their con- 
sideration. 


I. 


Irrevocable Trusts for a Period of Two or More Years. 


«Qe 

George A. Brakeley, P.O. Box 422, Princeton, New Jersey 

R. B. Draughon, President, Alabama Polytechnic Institute 

Laurence N. Gould, President, Carleton College 

G. E. Harwood, Comptroller, University of Notre Dame 

J. R. Killian, Jr., President, Massachusetts Institute of Technology 
R. C. Magrath, Treasurer, University of New Hampshire 

Carl M. McFarland, President, Montana State University 

John J. Meck, Treasurer-Vice President, Dartmouth College 

Philip C. Pendleton, Treasurer, University of Pennsylvania 

Harry L. Wells, Vice President and Business Manager, Northwestern Univers: 


It is our Committee's belief that passage of this proposed legislation wo 


Proposals 


In June, Dr. Sparks, President of Wabash College, recommended to the Ways 
and Means Committee that some way be found to permit a benefactor to set 
aside property for the use of a college, hospital or other such organizat] 
without unduly jeopardizing his own or his family's welfare should there | 
be an emergency or change in circumstance which would make necessary re- 
covery of the property. Dr. Spark's initial recommendation was that a 
grantor be allowed to establish a revocable trust for the benefit of a 
college, hospital or similar organization without having the income from 
such trust taxable to him as it now is under the Code. It now appears th 
@ more practical approach to the same problem is to permit a grantor to 
establish an irrevocable trust of short duration for the benefit of an 
operating “public” educational or charitable institution (for example, a 
university or hospital). A statutory amendment is required because of th¢ 
confusion engendered by the so-called Clifford Regulations governing short 
term trusts (Reg. 118, Section 39.22 (a)-21) and recent court decisions 
which have cast considerable doubt on the validity thereof. (See in 
particular Commissioner v. Ruth S. Clark, United States Court of Appeals 
for the Seventh Circuit, February 19, 193). 


Accordingly, it is proposed that the Internal Revenue Code be amended by 
adding a new subsection (17) to Section 22 (b) of the Internal Revenue Coj 
which would then read as follows: 


"Section 22 /Internal Revenue Code7 * * * 


"(b) Exclusions from Gross Income -- The following items shall not 
be included in gross income and shall be exempt from taxation under 
this chapter: * * * 


"(17) The income from a trust irrevocable for a period of two or 

more years from the date of its creation, which is distributed or 
distributable during the period of the trust's irrevocability to 

an organization described in Section 3818 (a)(2) or Section 3813 

(a}{5)}, 


Note: The organizations referred to in Section 3813 (a)(2) and Section 
3813 (a)(5) are the following organizations exempt under Section 101 (6): 


"(2) and educational organization which normally maintains a 
regular faculty and curriculum and normally has a regularly 
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enrolled body of pupils or students in attendance at the place where 
its educational activities are regularly carried on; * * * 


"(5) an organization the principal purposes or functions of which are 
the providing of medical or hospital care or medical education or 
medical research." 


Purpose and Explanation: It is of importance to the vitality of our educa- 


tional system that the approximate balance presently existing between tax- 


supported and non-tax-supported educational institutions continue. The 
economic situation which faces the majority of the privately financed in- 
stitutions of higher learning, purticularly the smaller ones, is serious. 
Many smaller institutions are often supported by one family or a small 
number of families. The present tax structure with its percentage limita- 
tions on deductions for charitable and other contributions and the uncertain- 
ty of the economic future prevent many such families from contributing as 
generously as they would like. To encourage more generous giving during 

the lifetime of a donor, the foregoing amendment is proposed. 


The amendment will permit the donor to set up a trust under the terms of 
which, for example, all of the income will be currently distributable to 

X college. Although the trust would be irrevocable, the fact that it was 
of short duration would protect the donor in the event of economic adversity. 
The donor should be permitted to keep the irrevocable trust in effect at 
the expiration of the first two years for additional one year periods in- 
definitely. Under the present law as interpreted by the Commissioner, all 
of the income from such a trust might be included in the gross income of 
the donor notwithstanding the fact that it is irrevocably set aside for the 
benefit of X college. Under the amendment the income from the trust would 
not be taxable to the grantor, and, therefore, would not be subject to the 
deduction limitations of I.R.C., Section 23(0). 


In order to prevent possible abuse, this amendment would apply only to in- 
come which is currently distributed or distributable to an operating "public" 
organization. This subject matter was considered at the time of the enact- 
ment of the Revenue Act of 190. At that time Congress was satisfied that, 
among other such organizations, universities, colleges and hospitals as 
operating "public" organizations were not likely to become involved in 
transactions tending to abuse of the tax laws. 


Dependency Credit for Parents of Scholarship or Self-Help Students. 


Several months ago Chairman Reed of the House Ways and Means Committee 
announced that: 


"We have already made a few preliminary decisions for inclusion 
in next year's tax reform bill. These decisions are purely 
tentative in nature and, of course, are subject to change, but 
they will permit the staff to go forward with its work. These 
two major tentative decisions we have made to date are: 


"(1) An amendment to allow children, including those 
attending college, to earn over $600 a year without a 
resulting loss of the dependency credit to the parent; and * * *" 


It is reported that the Ways and Means Committee proposes to change the law 
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pay a tax on what he earns. 


There is a matter related to this subject, which is of great importance to 
families of moderate income. A parent is presently entitled to a credit 
only when the child comes within the definition of "dependent". According 
to the statute, 


"%* * * the term 'dependent' means any of the following persons over 
half of whose support for the calendar year in which the taxable 
year of the taxpayer begins was received from the ad * % *" 
(I.R.C., Section 25 (b)(3) - Italics supplied. ) 


The Bureau has ruled that in ascertaining whether or not a parent contributes#ag 
half of his child's support, gifts from any source, including the value of 

a scholarship, must be taken into consideration. It is apparent that if 

this ruling is carried to its logical conclusion, very few parents will 

retain the dependency credit in cases where the dependent has a scholarship 
and does other work at the college to pay his expenses. If the interpretation 
of the Commissioner is literally enforced to the bitter end, it is conceivably 
that the cost to the college of the dependent's education which he is not 
charged for but which is in fact paid for out of funds of the college would 

also be included. It is true that the Commissioner has indicated that he 

will not go this far but the language of the statute would appear to be 

broad enough to justify him in so doing and if he ever does, it is probable jf 
that every parent having s child in college would lose his dependency credit.@ 
The most unfortunate aspect of the ruling is that it particularly penalizes § 
those students who are truly in need of aid to continue their education. 


Accordingly, it is recomended that the Internal Revenue Code be amended by 
inserting at the end of Section 25 (b)(3) the following: 


"As used in this paragraph the term 'support' does not include 
scholarships (from whatever source) or the value of services and 
accommodations contributed by an organization described in 
Section 3813 (a)(2)." 


Note: The organization referred to in Section 3813 (a)(2) is: 


"(2) an educational organization which normally maintains 

@ regular faculty and curriculum and normally has a regularly 
enrolled body of pupils or students in attendance at the place 
where its educational activities are regularly carried on * * *" 


and which is exempt under I.R.C. 101(6). 
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permitting a dependent to earn more than $600 without destroying the de- 
pendency credit of his parent, but that the dependent will be required to 
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